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PREFACE

In his first message to the Congress on foreign assistance, the President
announced that he would establish a task force of private citizens to provide
him with comprehensive recommendations concerning the role of the United
States in assistance to less developed countries in the 1970s.

The Presidential Task Force on International Development was appointed
on September 24, 1969.

In prepacing its report, the Task Force met with the Cabinet members
most concerned with these problems, with the Administrator of the Agency
for International Development, and with the heads of other government
agencies. It benefited from extensive discussions with their advisers and from
excellent papers prepared by their staffs. It had meeiings with Members of
Congress, business groups, university experts, journalists, and representatives
of civic organizations, voluntary agencies, and foundations, around the
country. It asked for, and received, carefully considered statements from
labor and business and professional committees. It examined in detail the
comprehensive report on this subject bv the Commission of distinguished
international experts headed by former Canadian Prime Minister Lester
Pearson. It also studied reports by Governor Nelson Rockefeller, the Perkins
Committee, the Committee for Economic Development, the National Plan-
ning Association, and other groups. And it commissioned studies on specific
subjects from experts in the field.

The Task Force gratefully acknowledges this help.
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March 4, 1970.
TrE PresSIDENT oF THE LUNITED STATES

Dear My, President:

You asked us to examine U.S. foreign economic and military assistance
programs, our trade and investment relations with the developing countries,
and the fundamental problems that the United States faces in this area of
foreign policy. You instructed us to look carefully into the underlying
rationale for these programs, to take nothing for granted, and to recommend
policies that will serve the best interests of our Nation through the decade
ahead.

Many with whom we consulted are deeply troubled by particular aspects
of U.S. foreign assistance programs and by the apathy and misunderstanding
that seem to surround the issues. Nevertheless, virtually all believe that ihe
United States has a large stake and serious responsibilities in international
development.

This feeling of commitment is natural in view of the distinguished role
the United States has played for 25 years in this field. It has been a bipartisan
endeavor. Many outstanding Americans have contributed direction, insight,
and imagmation to these programs in the past—and continue to do so today.

A Time for Change. We believe that the U.S. role in international develop-
ment will be as important in the future as it has ever been in the past; and
prospects for success, if looked at in the perspective of experience, are very
favorable.

For the first time in history, it appears feasible to approach this world
problem on a worldwide basis. International development can become a
truly cooperative venture—with the countries that receive help eventually
achieving the ability themselves to help others. The Marshall Plan countries
and Japan, which join us today in providing assistance, were yesterday the
recipients of assistanca. And some of the developing countries of a decade
ago, no longer needing assistance themselves, are beginning to help others.

This kind of cooperation in international development is not only possible
but essential. Only a genuinely cooperative program can gain the necessary
long-term public support in donor countries—the United States, as well as
others. Only by being cooperative, furthermore, can international develop-
ment succeed abroad.

What the United States does now through its policies and through its
determination to persevere for the long haul will influence what others do—
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the developing countries, the international organizations, and other industrial
countries.

This, therefore, is a time for change, a time for reappraising our programs
and designing them for the decade ahead. It is also a time to stake out in the
most positive terms America’s involvement in the way mankind manages its
common problems. In time, U.S. international development policies may
well prove to be the most importani—and the most rewarding-—determinant
of America’s role in the world.

Conclusions. With these considerations in mind we have reached the
following cenclusions:

1. The United States has a profound national interest in cooperating with
developing countries in their efforts to improve conditions of life in their
societies.

2. All peoples, rich and poor alike, have cemmon interests in peace, in
the eradication of poverty and disease, in a healthful environment, and in
higher livine standards. It should be a cardinal aim of U.S. foreign policy
to help bulw an equitable political and economic order in which the world’s
people, their governments, and other institutions can effectively share re-
sources and knowledge.

This country should not look for gratitude or votes, or any specific short-
term foreign policy gains from >ur participation in international develop-
ment. Nor should it expect to induence others to adopt U.S. cultural values
or institutions. Neither can it assume that development will necessarily bring
political stability. Development implies change—political and social, as well
as economic—and such change, for a time, may be disruptive.

What the United States should expect from participation in international
development is steady progress toward its long-term goals: the building of
seif-reliant and healthy societies in developing countries, an expanding world
economy from which ali will benefit, and improved prospects for world
peace.

3. The United States should keep to a steady course in foreign assistance,
providing its fair share of resources to encourage those countries that show a
determination t¢ advance. Foreign assistance is a difficult but not an endless
undertaking. Some countries already have become self-reliant and are begin-
ning to help others; U.S. policies should aim at hastening this process.

4. U.S. international development programs should be independent of
U.S. military and economic programs that provide assistance for security
purposes. Both types of programs are essentizl, but each serves a different
purpose. Confusing them in concept and connecting them in administration
detract from the effectiveness of both.

5. All types of security assistance—military assistance grants, use of sur-
plus military stocks, military credits, economic assistance in support of




military and public safety programs, budget support for political purposes,
and the Contingency Fund—should be covered in one legislative act. The
State Department should exercise firm policy guidance over these programs.

6. Military and related economic assistance programs will strengthen
military security only to the degree that thev help move countries toward
greater self-reliance. These U.S. programs should be geared to the resources
that the receiving countries ultimately will be able to provide for their own
security. In some cases, reduction of ULS. military forces overseas will require
temporary offsetting increases in such assistance. The ultimate goal should
be to phase out these grant programs.

7. The United States should help make development a truly international
effort. A new environment exists: other indusirial countries are now doing
more, international organizations can take on greater responsibilities, trade
and private investment are more active elements in development, and, most
important, the developing countries have gained experience and competence.
Recognizing these conditions, the United States should redesign its policies
so that:

—the developing countries stand at the center of the international devel-
opment effort, establishing their own priorities and receiving assistance in
relation to the efforts they are making on their own behalf;

—the international lending institutions become the major channel for
development assistance; and

—U.S. bilateral assistance 1s provided largely within a framework set by
the international organizations.

8. 1J.S. international development policies should seek to widen the use of
private initiative, private skills, and private resources in the developing
countries. The experience of industrial countries and of the currently devel-
oping nations demonstrates that rapid growth is usually associated with a
dynamic private sector.

Development is more than economic growth. Popular participation and
the dispersion of the benefits of development among all groups in society are
essential to the building of dynamic and healthy nations. U.S. development
pelicies should contribute to this end.

9. While the Task Force shares the aspirations of many who have endorsed
high targets for development assistance, we have deliberately decided against
recornmending any specific annual level of U.S. assistance or any formula
for determining how much it should be. We do not believe that it is possible
to forecast with any assurance what volume of external resources will be
needed 5 to 10 years hence. No single formula can encompass all that must
be done—in trade, in investment, and in the quality as well as the amount
of assistance. Qur recommendation is to establish « framework of principles.
procedures, and institutions that will assure the effective use of assistance
funds and the achievement of U.S. national interests.




10. The downward trend in U.S. development assistance appropriations
should be reversed. Additional resources, primarily in support of inteia-
tional lending institutions, are needed now for a new approach to intei-
national development. We believe this, having fully i mind the current
financial stringency and urgent domestic priorities in the United States, as
well as this country’s balance-of-payments position. Over the long term, U.S.
assistance for development abroad will be smzll in relation to expenditures
for development at home. Moreover, the two programs can prove to be
mutually reinforcing.

11. The United States must be able to respond flexibly and effectively to
changing requirements in the developing world. and. in association with
other industrial countries. help make possible the progress that individual
developing countries show themselves determined to achieve. As the United
States cuts back its involvement in Vietnam, reduces its fvrces abroad, and
seeks to scale down the arms race, it can more easily carry such a policy as
far and as fast as the resolve and the purpose of the developing countries
can take it.

12. To carry out these policies, the Task Force recommends a new focus
for US. programs, a new emphasis on multilateral organizations, and
a new institutional framework consisting of :

~—A U.S. International Development Bank, responsible for making capital
and related technical assistance loans in selected countries and for selected
programs of special interest to the United States. Whenever it is frasible,
U.S. lending should support cooperative programs worked out by develop-
ing countries and the international agencies. The Bank would have assured
sources of financing, including authority to borrow in the public market,
and a range of lending terms appropriate to the development requirements
of each borrowing country. It would be run by a full-time chairman and a
mixed public-private board of directors.

—A U.S. International Development Institute to seek new breakthroughs
in the application of science and technology to resources and processes
critical to the developing nations. The Institute would concentrate on
research, training, population problems, and social and civic development.
It would work largely through private organizations and would rely on
highlv skilled scientific and professional personnel. It would seek to multiply
this corps of U.S. talent and experience by supporting local training
and research institutions. The Institute would be managed by a full-time
director and a mixed public-private board of trustees.

-—The Overseas Private Investment Corporation (OPIC), as recently
authorized by the Congress, to mobilize and facilitate the participation
of U.S. private capital and business skills in international development.
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—A U.S. International Development Counci} to assure that international
developrient receives greater emphasis in U.S. trade, investment, financial,
agricultural, and export-promotion policies. It also would be responsible
for making sure that U.S, assistance policies are effectively directed tow ard
long-term developmem purposes and are coordinated with the work of
international organizations. The Chairman of the Council would be a full-
time appointee of the President, responsible for coordinating all development
activities under the broad foreign policy guidance of the Secretary of
State, and would be located in the White House.

With this new institutional framework, the U.S. Government would
need fewer advisers and other personnel abroad. It could assume a sup-
porting rather than a directing role in international development.

in the sections that follow we discuss the considerations underlying these
general conclusions and offer specific recommendations for reshaping U.sS.
policies, programs, and organization.

* *

Foreign Assistance and National Purposes

At present, there is not one U.S. foreign assistance program but several.
They serve different purposes and should be weighed on their individual
merits.

They fall into three categcries:

—--SeCUrity assistance,

—welfare and emergency relief, and

—international development assistance.

To clarify the present aims of U.S. foreign assistance, we analyzed the
programs in terms of the functions they serve. As is shown in the table
below, security programs accounted for 52 percent of U.S. foreign assistance
in 1969; welfare and emergency relief programs, 6 percent; and interna-
tional development programs, 42 percent. Of the appropriations for eco-
nomic programs under the Foreign Assistance Act, 26 percent was actually
for security purposes.

How is each program related to U.S. national interesis”



U.S. Foreign Assistance, by Purpose, Fiscal Year 1969

S&m”&y Millions Percent
For Vietnan:: of doilars  of tolal
Mikhitary equipment and supplies. ... .. 2,129
Supporting assistance in Southcast Asia. .. 394
Military assistance grants. . ... .. ... ... .. 4350
Military equipmentloans. ... ... .. 281
Grant surplus military stocks. ... ... o 92
Budget support and other political programns. . . . | 30
Total. .. ... . . ... .. 3. 396 32
Welfare and emergency relief (not including private assist-
ance)
Child and maternal feeding. .. ... ... 240
Emergeney velief. ... . .. 38
Refugees. .. ... ... 40
Total . . . ... o0 368 6
International Dezelopment (not including private invest-
ment)
Bilateral:
Developmentloans. ... .. .. ... . . .. 729
Technical assistance grants. .. .. . ... 340
Peace Corps. . ... .. ... .. ... ... . 101
Agriculwural commodity creditsales. . ... 870
Food for work grants. ... ... ... . 62
Multilateral:
For lending institutions. . ... ... ... . .. ... . 316
For technical assistance. ... ... . . . 88

Total . ..o 2,706 47

Security assistance is an essential too! of US. foreign policy. Its goals are:
o improve the military defenses of our allies and move them toward
greater military self-reliance, to serve as a substitute for the deplovment
of U.S. forces abroad, to pay for U.S. base rivhts. and to deal with crisis
situations. The size and specific objectives of these programs are subject
to reassessment at any ume. Their relation to national interests, however.
is straightforward; they use resources for purposes essential to U.S. security.

Welfare and emergency relief activities reflect humanitarian values and
international community interests. These programs are administered in large
measure by private, nonprofit organizations. both national and interna-
tional, and the U.S. Government funds expended on this kind of assistance
are in addition to substantial resources that these organizations themselves
provide. These programs follow a long-standing national tradition.
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International development assistance serves long-term U.S. national
interests. These interests should be redefined and brought into sharper focus.

In the past, the line of demarcation between security and development
interests was blurred. The United States faced a divided world, in which
foreign assistance was justified in terms of the conflict between East and
West. Today all countries have a common interest in building and main-
taining a ¢lobal environment in which each can prosper.

Two reasons for an active U.S. role in international development are
paramount.

First, the United States has an abiding interest in bringing nations
together to serve common needs. It has consistently taken a position of
leadership in creating institutions like the United Nations, the International
Monetary Fund, and the World Bank, and in promoting cooperation in
trade, investment, and arms control. The size and power of the United
States gives us a special responsibility; if this country chooses not to play a
major role, it necessarily endangers the success of such ventures.

Second, the developing countries contain two-thirds of the world’s popu-
lation. Their future success or failure will influence protoundly the kind
of world we live in. The nations of the world are growing more inter-
dependent—in trade, in finance, in technology, and in the critical area of
political change. U.S. decisionmaking in such important areas as military
expenditures will be influenced by the amounts of turbulence in the devel-
oping countries of the world, and U.S. prosperity will be influenced by
their economic progress. |

The United States shares with other naticns concerns that call for
common action. Problemns related to population pressure, poverty, public
health, nutrition, child development, literacy, natural resource exhaustion,
rural backwardness, environmental pollution, and urban congestion exist
in the United States as well as in the developing countries. Participation
in both international development and démestic development can result
in an exchange of useful experience. This has been demonstrated by
government programs and by the work abroad of private organizations,
such as universities, foundations, and voluntary agencies.

Participation in international development can promote progress toward
the kind of world in which each country can enjoy the rewards of its
own culture and the fruits of its own production in its own way, without
impinging on the right of any other country to the same freedom for
national fulfiliment.

Finally, development can help make political and social change more
orderly. There is at least a good prospect that more rapid development
could facilitate more constructive social experiments, more open political
procedures, and less disrupiive international behavior.

Therefore, the United States has basic interests in intensifying its coop-
eration with other nations in a werldwide effort to accelerate international
development. U.S. interests call for differing priorities among nations and
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piograms. Inscfar as ULS. contributicns to intermational organizadons are
concemed, the uses of -esources are determined on a muttinational basis.
In it bilateral programs, the uses of U.S. resources should depend on
U.S. mterests in particular countries or particular areas, on :vhere other
industrial countries are providing resources, and on where the international
insttutions are concentrating their efforts.

The Changiig International Environment

The changes in international conditions that call for a new approach to
U.S. foreign policy in general call for a new approach to foreign assistance
ac well,

The circumstances that shape U.S. security assistance programs today
and are likely to shape them for the next decade differ markedly fiom those
of the past. Most allies of the United States in Western Europe have been
abie for a long tirne to do without military assistance from the United States,
although this country continues to share with them the costs of mutual
defense. A growing number of a-veloping countries now show a determina-
tion to assume greater responsibility for their own defense and to mobilize
more resources for this purpose.

Threats to the peace will continue to exist. However, the security measures
that once were needed in a sharply divided world of direct confrontation
are not necessarily those that would be most effective in today's pluralistic
world. All countries face the need to reexamine their na*ional priorities in
light of this new situation.

As for international development assistance polic' - and objectives, a
number of significant new characteristics have emeryed.

When the United States redesigned its international assistance activities
in 1961, it dominated the field. Other industrial countries were doing rela-
tively little, and mostly in areas of special interest to thern. The World Bank
was Just beginning to lend to low-income countries on concessional terms,
and regional financial institutions either did not yet exist or haa not begun
to operate. Many of the developing countries were newly independent, they
lacked experts, and they were at a rudimentary stage in organizing national
economic programs. There was an urgent need to coordinate internal and
external investment rescurces.

Against this background, it seemed appropriate for the United States to
assume a broad and active role in the development efforts of individual
countries. The Agency for International Development (AID) formulated
country programs to coordinate U.S. assistance with investment from other
sources. These comprehensive programs were used to guide the developing
countries toward more effective self-help and to monitor the use of U.S.
funds to avoid waste. At the same time, the United States encouraged other
industrial countries to provide more assistance and took the lead in support-
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ing the erowth of World Bank development activitier and the establishment
of regional lending institutions.
This ambitious 1.8, role required a prominent U.S. presence m sone

countries: and friction with some governments resulted from attempts 1o
influence sensitive areas of their national policy related to dovelopment.

U.R policies. morcover. were Leavily vovernment-oriented and were based
on the expectation thai the transfer of US. resources and echnology would
bring irmuediate results as it had under the Marshall Plan,

These expectations proved to be unrealistic. Barriers in developing coun-
tries abound: Unresponsive socii! and political systems, severe deficiencies
nf technical skills, poorly organized markets impaired In many cases by i
concebed public policies. rnd Hmited local savings m an envirenment of
deep poverty. Modernizaton s o long-term and much more i fealt and
complex process than was the reconstruction of war-dan © d industrial
eConomies.

Taking these limitations mio account, U.S. assistance programs were
remarkably successful in a nuinber of countries. most conspicuously where
local policies stimulated private savings, investinent. and exports: where
new technologies were adapted to the local environment and effectively ciis-
seminated : and where assistance was sizahic U 5. policies and resources also
helped lav the foundation for making international dovelopment a world-
wide program.

As a result in part of these earlier US. efforts, a aew environm~nt for

development bas now conie into being. Today's environment calls for a
S1g ;iiwani difterent role for the United States. In this connection, five
new clements are of special importance:

~New capacitics in the develeping countries. Many developing coun-
tries now have the capacity and the experience needed to establish their
>wn development priorities and a stroag and understandable determination
1 do so. They are mobilizing more investinent resources themselves, and
they have many more well-trained, competent professionals and technicians.
The developing countries themselves. theretore, should be at the center of
the international development effort. The policies they pursue will be the
most important determinant of their success or failure. What the United
States and other industrial countries do will have only a secondary. though
sssential, influence on the outcome.

—_Assistance efforts of other countries. Other industrial countries have
steadily expanded their developient assistance in recent years. Today their
combined official development assistance is about as large as that of the
United States. This country works with them through consortia or consulta-
tive groups to provide assistance in many developing countries, under the
auspices of international agencies.

— The role of infernatiorial imstitutions. The international financial
organizations, although they sull provide a relatively small part of the toral

flow of resources to developing countries, now account for more than half
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of all development loans and are gaining greater influence in organizing
development activities. The World Bank is now able to give development
advice on a worldwide scale and to work with the developing countries in
establishing guidelines for their national programs. The Bank is today a
worldwide source of professional development experience.

- The impact of new trade potentials. Policies in international trade,
investment, and finance can no longer be formuiated without considering
their coLsequences for development. Action to be taken in these areas calls
for international cooperation.

In the future, the developing countries will have to export more manu-
factured goods. Their traditional exports of primary commmodities have only
limited growth possibilities, but the developing countries are becoming more
competitive in manufactured goods. Whether they can capitalize on their
new capabilities wiil depend on whether industrial countries open their
markets to this competition; they are likely to do this only in concert.

The prospect of a stronger international monetary systern in the 1970°s
should make it possible to reduce the restrictions that are imposed on the
flow of development resources for balance-of-payments reasons.

—The debt burden. The debt burden of many developing countries is
now an urgent problem. It was foreseen, but not faced, a decade ago. It
stems from a combination of causes: excessive export credits on terms that
the developing countries cannot meet; insufficient attention to exports; and
in some cases, excessive military purchases or financial mismanagement.
Whatever the causes, future export earnings of some countries are so heavily
mortgaged as to endanger continuing imports, investment, and development.
All countries will have to address this problem together.
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PROGRAMS FOR THE 1970’s

The United States should adopt a new approach to foreign assistance
that takes into account the changes that have taken place in the Interna-
tional environment and the valid criticisms that have been made of its
own current programs. In the sections that follow, recommendations are
made for carrying out each of the three U.S. foreign assistance programs
and for coordinating U.S. policies related to intermational development.
Security assistance is discuss~d first, then welfare and emergency relief, and
finally international deve! .pment, which is the main focus of this report.

Security Assistance

Security assistance programs have been an integral part of U.S. foreign
policy for more than two decades. In addition to military grant and sales
activities, they include econornic assistance in support of military and public
safety programs, and budget support for political purposes.

Security assistance has strengthened the defenses of some 40 nations.
It has also helped nations to cope with pressing internal security problems
and to deal with crisis situations. In serving these purposes, such assistance
has played an important role in helping the United States to pursue the
goal of a world order in which each nation, large or small, aligned or un-
aligned, can develop 1n 1ts own way.

Military assistance today is going in large measure to Vietnam, Laos, and
Thailand in support of the Vietnam war effort. Al military equipment
and supplies for these countries at present are funded and administered by
the Department of Defense.

The remainder of the military assistance program is funded in the Foreign
Assistance Act, comes under the policy guidance of the Department of
State, and is administered in the Department of Defense. It is provided
on a grant basis and is concentrated largely in the Republics of Korea and
China, Turkey, and Greece, where the United States has specific treaty
obligations. Grants to these countries are designed to help U.S. allies main-
tain an adequate defense, and they serve as a substitute for the stationing
of U.S. forces abroad. Small amounts are provided to 44 other countries
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or internal defense and training purposes and to a few countries as pay-
ment for U.8. base rights.

Sixteen countries receive credits for military items under the Foreign
Military Sales Act.

Economic assistance for Vietnam, Laos, and Thailand is appropriated
under the economic section of the Foreign Assistance Act {supporting
assistance) and is administered by AID. It is used to contain inflationary
pressures and to finance police, pacification, resettlement, and selected
reconstruction programs.

Budget suppert for political purposes is another kind of economic as-
sistance for security purposes administered by AID. It helps other govern-
ments in crisis situations—such as those that have occurred in the Dominican
Republic and the Congo in recent years. It also has enabled the United
States to give temporary help to governments while regular U.S. develop-
ment assistance programs were being prepared; the assistance given to
Indonesia in 1965 is an example.

Public sefety programs also are in the category of security assistance
administered by AID. Through these programs, the United States helps
1o train police, advises them in modern methods and organization, and
provides modern police equipment and supplies. The purpose of this as-
sistance 18 to strengthen the prospect of preserving internal order through
greater reliance on civilian rather than military authority, and to develop
the concept that the police function is to assist the people as much as it
1s to protect them against violators of the law.

How should the United States shape these security assistance programs
over the decade ahead? Several questions are involved: goals, the design
and conduct of the programs, and management.

t. Goals. A comprehensive analysis of U.S. security requirements in the
world of the seventies 1s beyond the scope of this report, as are assessments
of the U.5. worldwide defense systems and security interests in particular
countries. The Task Force accepts the fact that the United States has security
responsibilities in certain countries that make it necessary to help them
maintain a more effective military defense than they could provide from
their own resources. The questions then are: how much help should be
given, in what way, and for how long?

Each sovereign nation must decide for itself what it is prepared to do—
with the means at its disposal-—to defend against the threat of external
attack and to maintain internal order.

One clear geal of security assistance is to help countries move toward a
greater degree of seli-reliance in the area of security. To be fully effective,
the principle of seli-reliance must govern the behavior of both the United
States and the developing countries. Decisions on U.S. military assistance
should be based on the amount of resources that the receiving countries
think proper and ultimately will be able i5 allocate for security. It is equally

1127




important that these countries themselves—rnot the United States—make
the decisions on how to use their resources for security.

As the United States reduces its forces overseas, increased security as-
sistance may be needed {or a time tc cushion the effect and to improve
local security capabilities. The ultimate goal, however, should be to phase
out these grant programs.

2. Programing. Military grants should be determined on a cost-benefit
basis. The risks involved for the United States and the need for U.S. forces
that would arise if funds were not provided should be specified.

The following factors should be considered in determining the amount,
kind, and terms of security assistance:

First, assessments of force requirements in forward defense countries
should be related to possible changes in the size of U.S. General Purpose
Forces, to local financial capabilities, and to the availability of U.S. funds.
Moreover, these assessments should be approved by the Secretanies of State
and Defense, since they serve as the principal basis for estimating funding
requirements for U.S. grants, as well as for evaluating the effectiveness of
existing programs.

Second, the amount of military assistance allocated among countries
should be related to a realistic assessment of needs, not to historical assistance
levels. Furthermore, U.S. programs should assist receiving nations in adapt-
ing their military force structure, the risks permitting, to what ultimately
will be within their own capacity to maintain.

Three-fourths of the grant assistance that the United States is giving
(outside Southeast Asia) is used to finance the costs of operating and
maintaining equipment and weapons already provided. In these circum-
stances, it does not seem possible that the receiving nation can both become
self-reliant and modernize its forces, Unless these problems receive careful
attention, the United States faces the prospect of continuing the programs
indefinitely, without any assurance of improvement in local force capabilities.

This precedure could be pennvwise and poundfoolish. It may make
more sense in some countries, for example, to eliminate units that are only
marginally effective and to provide modern equipment to the ones that
are retained. The initial costs may be higher, but the long-term results
could be more effective at a lower recurring cost.

Third, military assistance and related supporting assistance should be
considered together in planning security programs. In a few countries,
supporting assistance under the economic program is being terminated
while military assistance grants continue. It is possible that U.S. interests
might be served better in some cases by continuing supporting assistance
while scaling down military assistance. This could be particularly useful
as a transitional device to help countries assume the operating and main-
tenance costs now financed with military grant aid.

These three factors highlicht the need to plan and coordinate the use
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of all available security assistance instruments. Special studies addressing
these problems are underway within the National Security Counci system,
but firm policy guidance is needed. These issues probably will take on
added importance in the adjustment from war to peace in Southeast Asia.

3. Encouraging self-reliance. The United States now makes the basic
determination of the amount and kind of military equipment the receiving
countries need, and U.S. military missions do most of the detailed logistical
planning and costing for them. These decisions necessarily affect the size
of their defense budgets. More should be done to enable these receiving
countries to estimate their own requirements, to relate them to their
budgetary priorities, and to make their military decisions in the light of
avallable rescurces.

Service training programs in the United States can play an important
role in strengthening planning skills and capabilities in the developing
countries. Greater emphasis in tralning should be placed on force structure
and logistics planning, and on fiscal and budget programing.

Moving military assistance from a grant to a credit basis also will serve
this purpose. Unlike military grants, military credits are subject to the
budgetary discipline of the receiving country. The current legislative ceil-
ing on military credits is inconsistent with such a policy. As grants decline,
more credits should be made available. Military credits, however, should
be used only to finance the purchase of weapons that the developing
countries need for their defense and that are within their financial capacity
to . 1aintain and operate.

To avoid both an unnecessary arms escalation and a waste of resources
needed for development, 1t is U.S. policy to discourage developing coun-
tries from obtaining sophisticated military equipment. Legislative restric-
tions on the use of U.S. military and economic assistance designed to
avoid these problems, however, have not proven effective. In many cases,
as the Rockefeller Report points out, the military equipment is purchased
elsewhere, while the restrictions leave a residue of ill-feeling toward the
United States. Removing them would put the United States in a better
position to work out with these countries, on a mature partnership basis,
military equipment expenditure policies that are consistent with their means.

Finally, the Task Force believes that large military assistance advisory
groups and missions are no longer necessary in many developing countries. In
the past, these countries needed the close involvement of U.S. military ad-
visers to ensure the effective integration of U.S. arms and equipment into
their forces. Bv now, however, military officials in most of these countries
have achieved adeguate levels of professional competence and facility with
modern arms. The United States now can reduce its supervision and advice to
a minimum, thus encouraging progress toward self-reliance. U.S. military
missions and advisory groups should be consolidated with other elements
in our overseas missions as soon as possible.
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4. Organization and management. Changes in the organization and
management of U8, security programs would contribute to their effective-
and make our objec-

sress and the American

ness, clanfy their relationship to U.S. forcicn policy
uves and rationale more understandable to the Cong
publir.

The Task Force recommends:

—That security assistance programs be combined in one piece of legis-
lation—-an International Security Cooperation Act—separate from inter-
navonal development assistance. This act should cover foreign military sales
and grants, surplus military stocks, supporting assistance, public safety
programs, and the Contingency Fund;

- 'Fhat responsibility be assigned to the Department of State for setting
policy and for directing and coordinating security assistance programs. In
carrying out this responsibility, the State Department should relate security
programs to U.S. foreign policy, to global strategies. to changing military
technologies, and to the financial capabilities of receiving countries. Admin-
istration of military grant and credit sales programs should remain with
the Department of Defense; supporting assistance, public safety programs,
and the Contingency Fund should be administered by the Department of
State.

Welfare and Emergency Relief

The U.S. Government provided some $360 million in 1969, mostly in
agricultural commodities, for programs to relieve human suffering and
improve nutrition in over one hundred countries. The largest part of this
assistance was for maternal and child feeding and school food programs,
aimed at raising nutritional levels. Most of these programs are initiated
and administered by U.S. voluntary agencies, and the widespread local
facilities of these agencies are used as essential distribution centers.

Important potentialities exist in this area. Recent biological research
indicates that protein deficiencies in the early years of life have a depressing
effect on future physical and mental development. Continued research on
food supplements should be actively supported, and new programs should
be considered where research results reveal promising opportunities.

Disaster and emergency relief and refugee assistance comprise the second
major category under this type of assistance. These programs have helped
i emergency sttuations resulting from civil war and natural disasters,
such as drought, floods, and earthquakes. They also have helped in resettling
and feeding refugees. They will be a continuing part of U.S. foreign assisi-
ance as the United States participates with other nations in meeting
emergency situations.

These weifare and emergency relief programs now are administered by
AID and the Department of State in conjunction with the Department of
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Agriculture. Most of the food programs are conducted by U.S. affiliates of
international voluntary avencies under arrangements made with AID. The
disaster relief and emergency programs are also the responsibility of AID.
The refugee program is administered by the Department of State, largely
through international organizations.

The Task Force recommends that administration of these programs be
brought together under one office in the Department of State. This office
could work effectively with the Advisory Comrmittee on Voluntary Foreign
Aid, which serves as a link between private organizations in this field and

the U.S. government.

Iinternational Development

U.S. policies relating to international development go beyond foreign
assistance programs. Factors relating to trade, investment, the private sector,
international finance, and population growth intimately affect the prospects
of developing countries. Furthermore, the way in which the United States
organizes and carries out its programs and the way these programs relate
to those of other industrial countries and the international organizations
will profoundly influence the results. In the sections belovr, we deal with this

wider range of policies and programs influencing international development.®

The Special Problem of Population

“No other phenomenon,” the Pearson Commission said, “casts a darker
shadow over the prospects for international development than the staggering
growth of population.” There is little dispute among experts as to the need
to deal with this problem on an international basis. Countries cannot cope
with the consequences for economic development, or social welfare, or politi-
cal change of a doubling of the.population every 15 or 20 years. Pop-
ulation change at that pace threatens to dissipate the benefit of much
that can be contributed from outside a developing country and indeed to
offset some of the gains from the country’s entire development effort.

Family planning assistance is an integral and necessary part of total devel-
opment assistance and not a substitute for other development assistance.
More rapid development itself can create a favorable environment for con-
structive action in the area of population. The developing countries that

*We do not cover the work of: the Export-Tmport Bank, whose operations are
designed to promote U.S. exports and only incidentally contribute to international
development; the Peace Corps; and private, nonprofit organizations, which make a
significant but largely nonquantifiable contribution te development. In making our
recommendations, however, we have taken into account the possibilities for wider
use of the private organizations.
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have made the most rapid economic advance and are approaching seli-
sustaining development—for example, the Republics of China and Korea—
also have successful family planning programs.

More nations than is generally realized have faced up to the population
problem and are undertaking programs to encourage responsible parenthood
and to provide the means to ensure successful family planning.

The initiative and primary responsibility for action in the population
area clearly lie with each country. Programs need to be adapted to the tradi-
tions and mores of each society and carried on with respect for the dignity
and conscience of the individual. This is a sensitive area, and much needs to
be learned about it. Nevertheless, there is a great deal of accumulated knowl-
edge, and there are wide opportunities for providing help, through both
U.S. programs and international efforts.

The U.S. Government has allocated $75 million in 1970 for assistance to
population programs and plans on $100 million next year. These funds are
mainly to support the work of private organizations and international agen-
cies. The Task Force believes that support for the development and imple-
mentation of acceptable programs addressing the population problem should
have a high priority in the use of development resources.® The United States
should be prepared to give more help abroad for this purpose when it is
needed and requested, just as it is expanding similar programs at home.

The Task Force has received a number of careful studies, prepared by
leading experts in this field, which outline new programs that the United
States could support and which indicate a need for increased financial
assistance. They recommend additional support for research on human
reproduction and family attitudes, for training specialized personnel, for
organizing and administering family planning programs, for mass com-
munication facilities, and for related maternal and child health care.

There are no objective standards against which to measure the developing
world’s total requirements for assistance in the population field. This is an
area in international development that could benefit greatly from strong
international leadership. A worldwide study, prepared on a priority basis,
could give the United States as well as other countries—industrial and
developing nations alike—a professional and politically acceptable base for

*Terence Cardinal Ceoke makes the following comment: “I am firmly convinced
that the highest priority in our foreign assistance policy should be placed on those
positive programs of economic and social development which are designed to improve
the guality of life of those people presently living in conditions of extreme depriva-
tion. 1 recognize that an accelerated population increase adds its own difficulties to
the problem of human development. However, in this scientific age there seems little
need to settle easily for a solely negative solution to this demographic problem. Major
efforts in this area should be directed to research and the development of a sufficiently
certain and morally acceptable solution to the problem. True economic and social
progress can only be effected in an atmosphere that strengthens family life and
preserves the dignity and freedom of man.”
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examining the resources needed and the ways in which each country could
best contribute to this pressing world problem. The Task Force recommends
that the United States propose that the UN. Fund for Population Activities,
in conjunction with the World Bank and other interested international
agencies, prepare a careful and detailed study of world needs and poten-
tialities in this area and of ways in which all elements of the international
community can help.

Private Incentives and Market Forces

Rapid economic progress usually has taken place within a favorable
environment for private initiative, such as that which existed in the Republics
of Korea and China, Mexico, and the Ivory Coast in the 1960's. Checking
the pace of inflation and introducing more realistic exchange rates helped
achieve an economic turnaround in Brazil and Argentina, and an increased
reliance on market incentives was essential to the success of the “Green
Revolution” in India and Pakistan and to the diversification of Colombia’s
exports. Even Comimunist countries have, in their own way, been moving in
the direction of allowing market forces more scope in allocating resources.

Both in the United States and abroad, there is misunderstanding about
the contributions of the private sector. the role of profits, and the benefits
of the price mechanism. In some developing countries, private foreign
investment has been under attack, partly because of an anachronistic view
of how foreign companies operate abroad. There are now encouraging
signs of a change in attitudes, as exemplified by a recent report prepared
for the United Nations Conference on Trade and Development (UNCTAD)
on the role of private enterprise in development.

Each nation must fashion its own policies and institutions to meet its own
needs. If the goal is economic development, the issue is one of efficiency, not
ideology.

In the most successful countries, the value of encouraging private initia-
tive has been amply demonstrated. It has made possible more employment
opportunities, an upgrading of labor and management skills, a rise in hiving
standards, and wider participation in the benefits of development. Further-
more, a dynamic private sector has resulted in greater internal savings, more
effective use of domestic and foreign investment resources, and rapid eco-
nomue growth, in which export industries have played an important role.

Trade. Expansion of trade enhances the scope of the private sector and
stimulates private initiative and investment. Developing countries cannot
be expected to reach the point of financing their own development unless
they are given the opportunity to earn the means for doing so through an
increase in their exports.

However, if a policy of promoting exports is prescribed for developing
economies, accepting imports is one of the responsibilities of industrial coun-
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tries. Providing better access for the products of developing countries offers
both advantages and difficulties for industrial countries.

Unlike grants and loans, opening the markets of industrial economies to
the products of developing countries does not lead to debt-servicing problems
for developing nations or financial burdens for industral countries. On the
contrary. cheaper imports and a larger volume of trade would add to the
real incones of all participating countries and help to contain inflattonary
pressures. Of course, they also might result in adjustment problems. But,
difficult as such adjustment problems sometimes are, they are temporary.
Theyv oceur continually in our dynamic society as an essential element of a
competitive economy. They highlight the need for effective adjustment
assistance measures as a foundation for constructive U.S. trade policies. The
adjustment assistance provisions of the trade bill now before the Congress
would help to meet this need.

Fnlightened trade policies toward developing countries are an essential
element in achieving international development. The Task Force urges con-
tinued U.S. leadership in working for the reduction of tariffs and other
obstacles to trade and in avoiding the imposition of new restrictions.

in addition:

—The Task Force strongly supports vour proposal for an i-.ernational
agreement extending temporary tariff preferences to developing countries
on a nondiscriminatory basis, with no quantitative limits and a mininum
of exceptions. If the United States cannot reach agreement with oiher
industrial countries on this nondiscriminatory approach, it should unilater-
ally extend such tariff preferences to all developing countries except those
that choose to remain in existing preferential trade arrangements with
industrial countries.

- The Task Force favors larger quotas for products important to develop-
ing countries and imported under mandatory or voluntary restrictive arrange-
ments. Suear, textiles, and meat are notable examples. These quantitative
restrictions should be removed as soon as it is feasible.

- The Task Force favors continued U.S. support for the formation of
resional markets among developing countries. Regional arrangements will
increase competition, provide more opportunities for economies of scale,
and promote a more efficient allocation of domestic resources among develop-
ing economies.

At present, most developing countries rely too heavily and for too long
on protective import restrictions and subsidies for their industries. The
result is high-cost production, which is a burden on the rest of the economy
and retards development. Trade liberalization among developing countries
through regional arrangements can be a desirable first step toward a general
liberalization of import policies, which. over time, will be to the benefit of
all countries.

Assistance to the Private Sector. Apart from trade, development of the
private sector in developing countries can be encouraged by appropriate
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domestic policies, by foreign investment, and by an adequate infrastructure
and public services. U.S. programs in the past have tended to concentrate
too much either on public services or on stimulating foreign investment.
Yet domestic industry and locally financed investment are the predominant
elements in economic progress. The developing countries finance 85 percent
of their investment from their own savings. Foreign private investment can
simulate and complement domestic investment, but its contribution must
necessarily be secondary to that of local investment.

Some basic data provide useful perspective. Four-fifths of total produc-
tion in developing countries comes from the private sector. Total self-
financed private investment in these countries amounts to perhaps $30
billion a year. Net private foreign direct investment from all sources has
recently averaged about $2.5 billion a year.

Internal policies that stimulate initiative and domestic investment should
be a primary objective of international development efforts. They will also
provide 2 favorable climate for the contribution of foreign investment.

The Task Ferce recommends that more be done to marshal local and
private resources for productive use.

-~The United States should invest more capital in local development
banks. This is a tested way of getting a multiplier effect in the private
sector from the use of public funds. These banks provide equity and loan
capital for private firms and underwrite their security issues.

—The United States should encourage other governments and more
private firms to support regional private investment companies, such as
ADELA for Latin America and the Private Investment Corporation for
Asia {PICA). Comparable organizations could be useful in the Middle
East and Africa. These multinationally financed companies heip to under-
write local investment in developing countries, taking up part of the equity
with the expectation of future resale to local investors.

—The United States should contribute more actively to the evolution
of capital and credit markets in developing countries. It is ironic that some
countries that are sorely in need of investment resources have a capital
outflow. Stabilization policies are essential to retain capital at home, but
better financial markets are also needed.

—U.S. professional organizations and businesses should do more to
exchange experience with their counterparts in developing countries. One
form of cooperation is exemplified by the program of the International
Executive Service Corps, under which highly qualified U.S. business experts
work with individual foreign firms to solve specific problems.

International Organizations and Private Investment. The international
organizations can help bridge the gap betwe: > attitudes in developing
countries and those of private foreign investors, and between divergent
views on the proper roles of the private and public sectors. Too much
misunderstanding—and at times hostility—exists in this area.
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_ The Task Force recommends that the United States propose that the
paid-in capital of the International Finance Corporation (IFC) be increased
from $100 million to perhaps $400 million. The U .S, share of such an
increase would be $100 million—paid in over several years. The increase

in capital would enable the IFC to encourage joint ventures in developing

1

countries by taking up equity for later sale to local mvestors.

In general, the IFC can play a leading role ‘n developing the private
sector. It brings together local and foreign firms in joint veniures and can
serve as a referce of the terms of specific private foreign investment in
these countries.

—_The Task Force believes that establishing an international nvestment
insurance program against the risks of expropriation would improve the
climate for private foreign investment. The World Bank has proposed 2
program that might encourage more multinational investments and could
reduce the degree of bilateral confrontation in disputes over investments.
The Task Force recommends that the United States seek early completion
of the negotiation of this proposal and obtain authority from the Congress
for U.S. participation so that the agreement can go into effect as socon
as the minimum required number of countries join.

U.S. Private Foreign Investment Policy. The policies of American firms
operating abroad are an important determinant of the investment climate.
In the past, the need to give more managenal responsibility to nationals
of the host country and to establish good working conditions has been
emphasized. Equally important to international development and good
relations with the host country are active efforts by subsidiaries of U.S.
companies and other foreign firms to export goods from developing coun-
tries. to build up local enterprise that can feed into their production, and
to encourage widespread local participation in ownership. (However, we
question the usefulness of rigid formulas for sharing ownership.) This
approach will improve relations between U.S. firms and host countries.
in the end it should make little difference to broadly based companies
whether shareholders live in Mexico or Minnesota.

The new Overseas Private Investment Corporation [OPIC), recently
authorized by the Congress, will be an effective instrument in encouraging
U.S. private investment activities in developing countries—both through
its guaranty programs and through advising American firms on how to make
their investment more acceptable to the host country. The Task Force
strongly supports establishment of this corporation.

In addition:

—-The Task Force recommends elimination of the current restraints on
U.S. direct private investment in developing countries. Although lLfting
this restriction would have a smal! short-run adverse effect on our balance
of payments, it could remove an element of uncertainty that now dis-
courages such investment.




~—The Task Force recommends that OPIC make greater use of U.S.
guaranty programs, in combination with those of other countries, to en-
courage international joint ventures. These multinational projects, open to
investors in the host countries, help to reduce nationalist sensitivities to
foreign investment.

-—The worldwide housing guaranty program, now administered by AID,
should be added to the other investment guaranty programs adminstered
by OPIC.

—The Hickenlooper Amendment to the Foreign Assistance Act was intro-
duced to deter foreign governments from expropriating U.S. property with-
out prompt and adequate compensation. If private investment is to
contribute to international development, a more effective means of dis-
couraging such expropriations must be found. The United States, other
lending countries, and the international institutions should take such acts
into consideration in determining whether their development assistance
would be used effectively. The Hickenlooper Amendment, however, has
outlived its usefulness. It provides no room for flexibility in dealing with
this difficult and politically sensitive problem. A more fruitful approach
would be to seek positive ways of making foreign investment mutually
attractive, such as we have outlined above, and to rely on an international
forum when disputes arise.

—The Task Force urges that recommendations for facilitating an increase
in the flow of private investment to the developing countries be considered
in the examination of business taxation currently underway within the U.S.
Government.

Reliance on International Organizations

The Task Force believes that more reliance on international organizations
should be built into all U.S. policies relating to international development—
whether they concern development assistance, debt rescheduling, tying, trade,
investment, or population. This is basic to the new approach to foreign
assistance we recommend. A predominantly bilateral U.S. program is no
longer politically tenable 1n our relations with many developing countries,
nor 1s it advisable in view of what other countries are doing in international
development.

The issue for the present, however, is not whether U.S. development
assistance shiould be bilateral or multilateral. The United States reeds both,
since it will be some time before the industrial nations are willing to provide
all development assistance through multilateral channels and before the
international organizations have the capacity to take on the entire responsi-
bility. Even now, however, long-term development can be made essentially
international in character.

Experience shows that an international organization such as the World
Bank, with no political or commercial interests of ‘ts own, is able to obtain
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good results from the investments it makes or encourages. Furthermore,
bilateral assistance programs are themsclves more effective when carried out
under the leadership of these organizations and in a multlateral environ-
ment. Moving in this direction holds the promise of building better relations
between borrowing and lending countries.

The Task Force recommends three actions on the part of the United
States:

—1It should rely heavily on international ergamzations to work out pro-
grams and performance standards with developing countries and should
provide most of 1ts assistance within that framework. This will mean a funda-
mental change 1n the conduct of U.S. bilateral programs.

—1It should provide the necestary increase in resources, on a fair-share
basis with other member countries, to permit the international development
organizations to increase their current lending within the next few years as
fast as their capabilities and the tested needs of the borrowing countrics
permit.

—1It should join with other members to strengthen the capabilities of
these international organizations and to build more coherence into their
operations.

Operation of an International System. The World Bank Group and the
regional lending institutions now account for more than half of towal official
development lending. This lending is only a part of the total resource flow
to developing countries, but it 1s a key element. It gives international organi-
zations a basis for taking primary responsibility for setting the strategy under
which all donors provide assistance to developing countries.

Under an international system of development, internaticnal agencies
would assume primary responsibility for analyzing conditions and policies
in developing countries, for establishing close working relations with appro-
priate officials i these countries, and for determining total capital and tech-
rical assistance requirements and the policies necessary for effective use of
investment resources. This would set the framework for the bilateral as-
sistance programs of the United States and other industrialized countries.

To do this, the international organizations will have to take a less parochial
view of their mission. They will need to have wider representation abroad
and more flexible lending policies, without lowering standards. They will
have to give increasing attention to the management, social, technical,
scientific cooperation, and popular participation aspects of development.
Finally, they will have to be diplomatic, flexible, sympathetic, and persua-
sive—but prepared to say no and to withstand political pressure from both
the creditor and the borrowing countries.

The World Bank and the International Monetary Fund (IMF) are well
along on this course. In Latin America, the Inter-American Development
Bank and the OAS Inter-American Committee for the Alliance for Progress
have begun to move in these directions. The other regional institutions too
are beginning to gain some experience. The United Nations Development
Program {UNDP} has been very active in preinvestment surveys and in a
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variety of technical assistance programs. It has missions on a worldwide scale
and has recently reexamined its role and performance. With necessary re-
organization, the UNDP would have the potential for exercising greater
responsibility for technical assistance in an international system.

Furthermore, as these organizations expand their operations, they will
have to prepare for a parallel buildup in their control procedures so as to
assure continued high operating standards. Also member governments will
have to become more fully involved in the work of these international
agencles.

It will take time and sustained support from the member countries for
the international organizations to assume the leadership role. It is not neces-
sary that the same international organization assume primary responsibility
in every country. The World Bank group can now exercise such leadership
in the major developing countries, as well as in many others. Eventually, the
regional organizations and the UNDP could assume this role in individual
countries. A clear decision by the United States to rely on international
organizations for this purpose, and action to support this decision, would
spur the pace of the entire process.

Financing. The international organizations could roughly double their
present rate of lending—from $2.5 billion a year to $5 billion a year—over
the next several years while continuing to follow sound practices and main-
tamn high standards. This judgment takes into account the capabilities of
these organizations, the current international investment climate, the increas-
ing availability of sound development projects, better planning and perform-
ance in both public and private sectors of the developing countries, and
estimates of the level of foreign investment and bilateral assistance.

The actual rate of expansion would depend on demonstrated need and
assurances on the effective use of funds.

This increase in lending would require an increase in U.S. funding from
the current rate of $300 million a year to roughly $1 billion a year, assuming,
as we should, no increase in the U.S. share in financing these organizations.
In addition, there would be a need for the United States and other member
countries to subscribe additional callable capital, enabling these organiza-
tions to increase their borrowings in the capital market. This callable capital
would require U.S. budgetary outlays only in the event that these interna-
tional organizations defauited on their bonds.

An increase in International Development Association {IDA) lending 1s
critical to establishing an international framework for development. In view
of the debt-servicing problem in a number of the developing countries, con-
cessional lending on IDA terms is badly needed. Furthermore, IDA lending
is the foundation for international participation in some of the major devel-
opment progrars.

The current level of country contributions to IDA is $400 miilion annually.
The Pearson Commission recommended that these contributions be increased

to about $1 billion a year by 1972 and $1.5 billion by 1975. The Task Force
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recomnmends that the United States take the lead in supporting these sug-
gested levels of financing. The U.S. share would be 40 percent of the total.

The Inter-American Development Bank {IDB) should be able to expand
its rate of lending over the next few years by perhaps 50 percent—or, to
indicate rough magnitudes, from $600 million a year to 3900 million a year.
The Task Force recommends that the United States support such an increase
in line with the special consideration for Latin American development that
is part of US. policy. This would involve an appropriate combination of
contributions for concessional lending and subscriptions of paid-in and
callable capital. In contrast to present practice, the IDB should reserve its

concessional lending for its least developed member nations.

The Task Force also believes that the United States should suppert current
initiatives to open membership In the IDB to other industrial nations. At
present, the United States is the only industrial country member, and this
makes for an awkward relationship. Since the Bank now borrows and ob-
tains funds in Canada, Europe, and Japan, opening up its membership
would both give it greater assurance of capital from these areas and make
for more healthy relationships within the organization.

The Asian Development Bank is gaining experience and expanding ifs
operations. It will be able to take on very large responsibilities in any post-
war development effort in Southeast Asia.

The United States is not now a member of the African Development
Bank, nor are other industrial countries. This country should work with
other industrial countries to strengthen this Bank and eventually to provide
1t with financial support.

Four subregional lending institutions now exist: The Central American
Bank for Economic Integration, the Caribbean Development Bank, the
Andean Development Corporation, and the East African Development
Bank. The United States is not now a member of any of these, but 1its
policy, which the Task Force supports, is to assist such organizations through
U.S. developmen' “oans.

The capabilites of the industrial countries for contributing to interna-
tional development in general will be facilitated by the increase in interna-
tional reserves made possible by the creation of Special Drawing Rights.®

¥ The Task Force discussed the possibility of using these new reserves as a source of
international development finance. Some members believed such a move should be
explored with other industrial nations once the SDR system has been tested. There
was agreement that time should be allowed to establish the new international reserves
hefore proposals relating them to development finance are acted on. All agreed that
the amount of SDR’s created must be determined solely on the basis of liquidity
needs—any tie-in to development would have to be clearly subordinate to the respon-
sible operation of the SDR mechanism.

However, other members believed that it is so umportant to the future of the
worid financial structure to establish firmly the SDR’s as a new supplement to inter-
national reserves, absolutely independent of the balance of payments of any indi-
vidual nation, or groups of nations, that no recommendation should be offered on
the use of SDR’s for international development finance.
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Coordination. Bringing coherence to the work of international develop-
ment organizations is essential to the success of the new approach to foreign
assistance we recommend. The various international institutions do not now
make up a system. A wide area of overlapping and sometimes competing
responsibility exists. The same is true for the individual programs of the
industrial countries. Furthermore, the work of other organizations, such
as the IMF, the General Agreement on Tariffs and Trade (GATT), and
the Organization for Economic Cooperation and Development (OECD),
could be focused more effectively on international development.

This is a complex problem, involving 2 number of international agencies
and many governments. Several proposals have been advanced to begin the
process of creating an effective international system. What is important
now, however, is to bring high-level attention to the problem. The Task
Force, therefore, recommends that yvou, Mr. President, raise this issue with
heads of selected governments—in both industrial and developing coun-
tries—and with heads of the major international organizations. Constructing
an effective international system and establishing international development
priorities in concert with others would do much to advance what must be
a global enterprise.

Bilateral Development Lending: A U.S. international Develop-
ment Bank

The Task Force sees a new role and a new organization for U.S. bilateral
lending. If the international agencies are to carry expanded responsibilities
for development, the U.S. program must assume a supporting role and not
become involved in the entire range of country development policies and
Programs.

U.S. lending under such a system would be concentrated in selected coun-
tries, in selected programs—particularly in agriculture and education—
and In multinational projects where long-term development is of special
interest to the United States. This U.S. lending, however, would be made
on the basis of development criteria. A bilateral lending program would put
the United States in a better position to encourage countries demonstrating
the ability to move rapidly toward self-reliance. It also would enable the
United States to continue to take up its share, with other nations, of pro-
grams in India, Pakistan, Indonesia, and selected African countries and to
support Latin American development, which is of special concern to the
United States.

Whenever it is feasible, U.S. lending should support cooperative pro-
grams worked out by the developing countries and the international
agencies. Current U.S. participation in World Bank consortia and consulta-
tive groups for India, Ghana, Indonesia, and Colombia are cases in point.
The proposal in the Rockefeller Report to have the OAS Inter-American
Committee for the Alliance for Progress assume larger responsibility for
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formulating programs and coordinating development assistance in Latin
America is another exampile. _

Method of Operations. The United States should manage its lending
programs as a bank would. although the scope of lending necessarily would
include all aspects of development.

Effective assistance for development requires that capital and related
technical services be provided together. The U.S. lending agency should
be able to finance preinvestment and feasibility studies. It also should finance
training and expert advisors to strengthen the managerial and technical
competence of the borrowing institutions. For example, a program for
efficient water utilization might include funds for the purchase of equipment,
for training workers, and for outside experts. A loan to finance fertilizer,
seed. and pesticides could well include the provision of advice on agricul-
tural marketing and distribution. In providing technical services related
to its lending program, the lending agency would draw on its own staff or
arrange for such services from outside sources.

In making loans for development purposes. the United States should
recognize that development is more than an econornic process. It should
take into account not only the extent to which a loan will contribute to
cconomic srowth but also the extent to which 1t will encourage social and
civic develupment and will result in a wide dispersion of benefits.

The U.S. program should emphasize loans in support of the local private
sector and promote broad popular participation in development. It could
include program loans, loans to development banks and regional private
investment companies, and loans for infrastructure and other projects. The
United States could also finance training institutes, such as vocational
schools and scientific centers.

The United States should be able to provide a range of development lend-
ing facilities, with the terms of specific loans adjusted to individual country
circumstances. Terms should range from the most concessional interest
rates and repavment terms to near-market rates. The latter would be appro-
priate for countries that no longer need concessional lending but that do
not yet have independent access to private capital markets. For these
countries, the United States could provide, or join in providing, guaranty
facilities that would enable them to borrow on international capital markets.

Financing. Funds for bilateral lending should be available on an assured
basis and in ways that permit flexible use, and the characteristics of the
sources of funds should correspond to the financing terms appropriate for
each borrower. The Task Force recominends the following:

Appropriations should cover loans requiring the most concessional
terms.

—Borrowing from the public should be authorized for loans made on
intermediate concessionary terms. The rate at which these funds are loaned
wouid be lower than the rate at which they are borrowed.
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Interest payments and repavments of principal on ocutstanding loans
of AID and predecessor agencies should be available automatically to cover
the interest differential on loans made at intermediate terms or for relending
on the most concessional terms.

—Guaranty of foreign official borrowing on international capital markets
should be authorized as a transitional device to help countries become
independent of U.S. concessional lending.

The Bank should have assured sources of financing. The Task Force recom-
mends an initial capitalization of $2 billion through appropriations and
authority to borrow $2 bitlion from the public as and when needed. In
addition, the Bank should have available payments of interest and principal
on existing loans. These payments are estimated at $200 million for 1970
and at about $300 million by 1975. As in the case of the Export-Import
Bank, resources authorized should be available for the life of the Develop-
ment Bank. This would relieve the pressure to make loans under fiscal-year
limitations and thus encourage sound operations. The Bank should be in
a position to go back to the Congress for additional resources when needed.

The level of Bank lending will depend on the rate at which the mter-
national institutions expand their programs and on a continuing assessment
of the needs and performace of individual countries. In 1969, the U.S.
bilateral lending program amounted to about $700 million.

Organization. The Task Force recommends the creation of 2 U.S. Inter-
national Development Bank to carry out the bilateral lending program.
The Bank should be an independent government corporation, with a full-
time president serving also as chairman of a board of directors, which would
be composed of government officials and private members. The Secretaries
of State and Treasury should be ex officio members of the board.

With independent status and a new mission, the Bank could attract a
highly qualified professional staff and operate with a minimum of field
representatives.

17.S. bilateral loans should be made under the broad foreign policy
guidance of the Secretary of State, but independently of short-term foreign
policy considerations.

The recommendation to establish 2 U.S. International Development
Bank is based on an evaluation of the strengths and weaknesses of the exist-
ing and predecessor U.S. development agencies. One of the major issues
involved is whether it is wise to separate the administration of capital assist-
ance and of technical assistance. This 1s not an all-or-nothing proposition.
Where the two are necessarily related, they would be provided together by
a U.S. International Development Bank. There is a wide range of technical
assistance activities, however, which require separate professional and mana-
verial attention and which should not be submerged in a capital lending
agency.
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Research and Technical Cooperation: A U.S. International
Development institute

1

The Task Force recommends a basic chanee in the compaosition, method
of oprration. and administration of the carrent technical assistance program.
As was noted above, part would be inteerated into the lending operations of
the US. International Developnent Bank, A new ULS institute would
concentrate on four major areas:

—Programs to deal with the population problem. which should be care-
fully designed and worked out with private groups. national authorities, and
mternatonal agencies,

—Research, both in the United Stares and abread with a heavy emphasis
on strenuthening local instituttons in the developing countries. New tech-
nologies are urgently necded to provide breakthroughs in a variety of fields

T

essential to broad-based development. They must be adapted to the needs
of the developing couutries and related to programns and local mstitutions
that can ensure practical applications and evaluation of results. The success-
ful combination of the development of new sceds for rice and wheat, and
the programs to appiy them, are a model. The United States should strongly
support similiar long-range c¢fforts in agriculture, healih. education, and
other ficlds throueh national, regional, and international projects.

—Training, both in the United States and in the developing countries.
Strengthening local institutions for improving vocational, commercial, agri-
cultural, industrial, sclentific. and professional skills 15 of vital importance
for modernizing societies.

—Support of social development, designed to assure popular participa-
tion through oreanizations such as cooperatives. lahor yroups, trade associa-
tions. and civic associations and throueh community development programs.

Method of Operation. The United States should seek o operate these
programs more as a private foundation would.

The current praciice of emploving large numbers of technicians and
advisory personnel in many fields and in mnany countries should be changed.
It has required high overhead and large field missions. Advisory personnel
should be used far more selectively and enly where a careful assessment
indicates that they would be useful.

It would be more effective for the United States to concentrate on a
limited number of specific problems. particularly those having regtonal or
worldwide significance. In each program. it should seek agreement with the
participating country or agency on specific goals, v 1 cost-sharing arrange-
ments, and on plans for the country to take over the program at some time
in the future.

An increasing proportion of the work should be carried out largely through
private channels——universites, scientific organivations, business firms, volun-
tary agencies. and special-purpose organizations in people-tc-people and
institution-to-institution programs, The program should rely heawvily on
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scientific and professional experts from private institutions for specific assign-
ments, rather than on permanent employees. This would permit the United
States to draw on a broad range of talent around the country.

The Task Force believes that the United States should change the current
practice of terminating technical assistance programs whenever concessional
development loans end. Terminating both programs at the same time fails
1o take account of a possible continuing need for professional cellaboration
and training and of the mutual benefits of continuing such cooperation.
Financing arrangements for technical assistance programs can always be
adjusted to a nation’s ability to pay.

The United States should continue to use funds for self-help community
projects. These funds, in modest amounts, are available in a large number
of countries on the approval of the U.S. Ambassador. They provide a useful
element of flexability in U.8. assistance programs.

Organization and Financing. The Task Force recommends creation of a
U.S. International Development Institute to carry out the program described
above. It should be an independent government agency with a full-time
director, who would act as chairman of a board of trustees composed of
public officials and private members. The Secretary of State should be an
ex officto member of the board. The board could use specialized advisory
groups to review particular projects, following the practice of the National
Science Foundation in making research grants.

The institute, in consultation with the Department of State, should be
responsible for providing guidance to U.S. representatives on the Governing
Board of the U.N. Development Program.

The Task Force recommends authorization of $1 billion for the Institute.
In 1969, U.S. technical assistance programs, including contributions to inter-
national technical assistance programs, amounted to about $400 miliion.

As 1n the case of the Bank, these funds should be available over the
life of the Institute, so that it can enter into long-term programs and
avoid the pressure to spend funds under fiscal year limitations. The Insti-
tute should have greater freedom in the use of funds than is now accorded
to AID so that it can support innovative programs as the opportunity
arises. It would go back to the Congress for additional funds when they
are needed. At that time, the Congress could judge whether the flexibility
in these arrangements was justified and should be continued.

The above guidelines would mean greater expenditures than under the
present program for research, population programs, training, and support
of local institutions and the U.N. Development Program, and considerably
lower expenditures for American technicians and overhead services.

The Congress recently authorized an Inter-American Institute for Social
Development to carry out various kinds of popular participation programs
in Latin America. The Task Force suggests that these proposed functions
be performed by the U.S. International Development Institute on a world-
wide basis, with a separate division for Latin America.
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Agricuitural Commodity Development Assistance

Agricultural credit sales, Food-for-Work grants, and commodities pro-
vided for humanitarian purposes, all under the Public Law 480 program,
are a significant part of U.S. foreign assistance. Theyv also are an important
element in our domestic agricultural policies. The cost to the U.S. tax-
payer of this assistance is far less than its value to the recipient. More than
half the budgetary cost would be required In any event to support farm
incomes in the United States.

There is likely to be a continuing need for P.L. 480 development assist-
ance for some time to come. This program now amounts te approxi-
mately $1 billion a year. There are no reliable forecasts of future needs;
but the outlook is for a continued increase m agricultural production in the
developing countries, combined with an increase in requirements arising
out of population and income growth. The P.L. 480 program accounts
for only a small fraction of total consumption in these countries.
While needs vary from year to vear, depending on production policies
and on temporary factors, such as the weather, it is assumed that the
program will continue at a level of about $1 billion a year on an average.

The Department of Agriculture now administers the sales programs under
the foreign policy guidance of the Department of State and should con-
tinue to do so. First priority should be given to encouraging agricultural
production in the developing countries and to self-help policies. In admin-
istering the sales programs, the United States should recognize the need
for developing countries to export agricultural commodities that they can
produce efficiently, Competition frem this quarter may hurt this country
in the short run, but over time, income growth in the developing countries
will make them better markets for those agricultural products that the
United States can produce most efficiently.

Changes in P.L. 480 have provided for shifting the terms of assist-
ance from local currency sales to dollar repayable loans. The terms for
agricultural commodity loans should be consistent with those for devel-
opment loans in each country. Both should take into account the debt-
service burdens of the developing nations.

The Food-for-Work program, in the form of grant commodity assistance,
is now administered by AID, partly in conjunction with the voluntary
agencies. It is used in part to promote community development. The Task
Force believes that this program should be administered by the proposed
Institute and effectively coordinated with other social development
programs.

Part of the local currency proceeds of credit sales agreements is avail-
able to borrowing nations for development purposes. Their use is subject
to agreements reached with the U.S. Government. These funds should
be made available, as appropriate, to supplement the programs of the
U.S. Development Bank and the Insutute.
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The Quality ot ~ssisiance

Over the past decade. most imcust .1 countries have placed limitations
on the use of their development aseistance and have set terms for such
assistance that have greatly ~~duced its - alue to developing countries. The
most damaging of these prictices are: the tv g of development loans to
procurement in the lending courtry, wie promotion of exports by industrial
countries on terms that lead to serious debt -ervicing problems for deveiop-
ing countries, and the Imposition of a wide range ¢f cumbersome and
costly administrative restrictions on lending.

If the United States were to act alene in «-anging many of these prac-
tices, it would vield trade and financia’ advaniages to the »ther industrial
countries, thus discouraging domestic soelitical « . ppu.t for development
assistance. Other industrial countries are in the same positi 1. However, if
all the lending countries acted together, they ouid minimuc: the cost to
each of restoring more efficient procedures.

Untyving Development Lending. Total bilateral develepm. nt lending that
1s effectively tied to procurement in the lending countries 1s estvhated at
$2 billion—half from the United States and half from all the other ‘ndus-
trial countries combined. This amount does not include agriculturai com-
modity development assistance, or official export credits {which are
necessarily tied), or technical assistance, supporting assistance, «: budget
subsidies. The restrictions in development lending . .r- estimated 1> reduce
the value to developing countries of these loans by about 15 percent—or
$300 million a year.

The Task Force recommends that the United States propose that all
industrial countries agree to untie their bilateral development lending—
permitting the developing countries to use these loans for procurement from
the cheapest source on a competitive-bid basis.

The balance-of-payments cost to the United States of thi proposal is
estimated to be relatively small. In any event, the full effect wowd 1ot be
felt until some years frem now. It would be even smaller if th United
States improved its competitive position in world trade. Ti.e :reation of
new international reserves, which improves worldwide liquidisy and was
designed to help countries remove restrictions on trade and paymeuits,
provides further support for actions to untie development lending on a
mutltilateral basis.

Untying development lending would help to create a better international
climate for development. It could stimulate investment, production, and
trade in all developing countries.

The Task Force recommends two actions that the United States could take
alone:

—Permit goods and services financed under U.S. development loans to
be purchased in all developing countries as well as in the United States.
Latin American countries have recently been authorized to comp-:te in
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the sale of goods and services under all U.S. developmer:t loans made in
Latin America.

~~Remove the procurement resiriction in the U.S. investment guarantee
program. This restriction unfairly impinges on the fexibilitv of US. in-
vestors, discouraging such investment without providing significant balance-
of-pavments benefits to the United States.

Better Debt Rescheduling Arrangements. The current public and publicly
guaranteed debt of developing countries is close to $30 billion--five times
the level of a decade ago. The cost of servicing this debt has beex increas-
ing at the rate of 17 percent a vear. or three times the rate at swhich the
export earnings of these countries have risen. It is clear that these trends
cannot continue.

The procedure up to now has been to reschedule the debt of countries
about to default, usually as a result of extensive reliance on commercial
credits or of financial mismanagement. The relief is short-term in nature
and inadequate for dealing with th | roblem.

The debt situation for a number of developing countries, however, is
long-term in nature and partly a consequence of loan terms the countries
cannot handle. Keeping these countries on a short leash by emergency
debt rescheduling operations does not show the necessary foresight. Coun-
tries with serious debt problems, in trying to avoid default, are likely to
impose more internal and exchange restrictions and thereby intensify their
future difficulties.

The Task Force recommends that the United States propose joint action—
by the lending countries, the international lending institutions and the
developing countries concerned-—to devise a comprehensive strategy for
dealing with this problem. This strategy should be put into effect to pre-
vent an emergency—mnot to deal with one aflter it has ansen.

Over the decade ahead, joint action probablv wiil be required to deal
with the debt problems of perhaps five to ten countries. These countries
now account for at least one-third of the outstanding debt. Such action
should be initiated soon on a case-bv-case basis. It should consist of an
interrelated package that includes the following elements:

—The World Bank and the IMVF should convene a meeting of repre-
sentatives of the countries involved. These institutions should prepare debt-
rescheduling proposals on the basis of the debtor countrv’s long-term
outlook—Dboth for debt service and for export carnines.

—Each debtor country secking debt renegotiation should demonstrate
hy its plans and polic ‘es that it 1s pursuing a coherent development program
and appropriate fiscal and financial policies.

—-Bilateral government and government-guaranteed credits should be
rescheduled over a long term. The international lending institutions, how-
ever, should not be required to reschedule their outstanding loans. Re-
scheduling their loans would endanger the ability of international institutions
to continue borrowing in capital markets.
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—The IMF should be ready to provide standby credits as a part of this
package. This would be useful for setting financial standards and for pro-
viding a transitional supplement to the countries’ international reserves.

—GCovernments should agree on a ceiling for guaranteed commercial
credits to a participating debtor country in any one vear. Minimum ma-
turities for these supplier credits should also be set by multilateral agreement.

—1If agreement is reached on the above points, all bilateral lenders should
agree to provide the most concessional terms on new lending te the partici-
pating debtor country. These countries should also be given priority in
receiving IDA loans.

In addition to rescheduling the debts of countries that already have
reached or exceeded the limits of serviceable indebtedness, the creditor
countries should design their assistance policies to keep other developing
countries from facing debt difficulties. The best way to do this is for all
developed countries to improve the terms of their development assistance.

Administrative Flexibilitv. A large number of statutory and precedural
requirements now make the administration of U.S. foreign assistance exces-
sively cumbersome. An estimate prepared for the Task Force indicates that
the equivalent of 700 full-time officials now is required to see that these
regulations are followed.

Some of these restrictions reflect an attempt to use development assistance
for foreign policy purposes that it never was designed to achieve. Others
lead to an excessive multiplication of regulations. Often the complications
arising out of these restrictions outweigh any intended benefits. However,
sorne are designed to ensure good accounting practices.

A new approach to foreign assistance will provide an opportunity to make
a fresh start. Procedural requirements and political limitations that are neces-
sary for effective programs should be recast in forms that are manageable.
Those that unnecessarily encumber the program and reduce its flexibility
should not be carried forward.

In sum, the Task Force believes that legislation incorporating the proposals
in this report should be based on the principle that administrators are ac-
countable for achieving objectives. Restrictions on operations should be held
to a minimum.

Coordination Issues: A U.S. International Development
Council

Presidential interests in international development are not adequately
served by existing decisionmaking machinery. International development
does not receive enough emphasis in the determination of U.S. trade, invest-
ment, financial, agricultural, and export-promotion policies. A number of
departments and agencies have competing interests and responsibilities in
this general area, with the result that too many issues go to the President for
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resolution. Furthermore, opportunities to take initiatives in policies toward
developing countries are sometimes lost.

The Task Force recommends creation of a U.S. International Development
Council to coordinate U.S. international development activit.es and relate
them to U.S. foreign policy. The Chairman of the Council should be a full-
time official appointed by the President. He should be located in the White
House and be served by a small high-level staff.

The Council should consist of the Secretaries of State, Treasury, and
Agriculture, the President’s Special Trade Representative, the President of
the Export-Import Bank, the Director of the Peace Corps, the President of the
U.S. International Development Bank, the Director of the U.S. Interna-
tional Development Institute, and the President of the Overseas Private
Investment Corporation.

As a means of keeping the Congress and the American public fully in-
formed, the Council should prepare for the President an annual report on
international development activities, which he would submit to the Congress.
FEstablishment of a joint committee of the Congress to review the President’s
report would contribute to a better understanding of international develop-
ment goals, policies, and results.

Responsibilities in Washington. The mission of the Council would be to
assure consistency among U.S. development prograims, the positions taken
in international agencies and forums, and the actions taken on trade and
financial issues, relating to developing countries.

The President would look to the Chairman and the Council to:

—formulate basic international development strategy;

_relate assistance programs to this strategy;

—_review, on a continuing basis, bilateral and multilateral assistance
policies and programs;

—focus high-level attention on the consequences for international devel-
opment of US. policy decisions in agriculture, trade, investment, and
international finance;

—_deal with coordination problems among U.S. Government agencies;
and

__assure a consistent presentation of Administration views on international
development to Congress and to international forums.

The Chairman of the Council would look to the Secretary of State for
overall foreign policy guidance. The Secretary would continue to be responst:
ble for assuring that U.S. programs in specific countries are consistent with
U.S. foreign policy, and for conducting negotiations.

The Secretary of the Treasury would continue to have primary responsi-
bility for dealing with international financial institutions. However, the
Treasury Department, together with other agencies with responsibilities
toward international organizations, would be guided on development aspects
of policy by the U.S. International Development Council.
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Responsibilities in the Field. The ambassador would continue to have
responsibility for all U.S. activities in the country to which he is accredited.

The recommended program for reorganizing foreign assistance calls for
much smaller field representation than now exists. The U.S. International
Development Bank and the U.S. International Development Institute will
need regional representatives and in some cases country representatives, but
the principal operacding decisions will be made in Washington. In countries
where the United States has large bilateral programs or special develop-
ment interests, foreign service officers trained in development problems
should be assigned to the U.S. Embassy. Furthermore, the State Department
should look to leading cutside experts in the development field to undertake
such assienments. These specialists could make a substantial contribution
to development planning and be responsible for discussing development
problems, development projects, and development assistance with host
governments.

Budgetary implications and the Level of U.S.
Foreign Assistance

The appropriate level of U.S. foreign assistance must be examined in
the context of national priorities and the means available to meet them.
What the United States can afford now—given urgent dor-astic require-
n.ents, the cost of fighting the war, other high national security costs. the
balance-of-payments position, and an overriding need to contain inflationary
pressures-~will differ from what would be appropriate under a more favor-
able environment.

Moreover, this is only one side of the coin. The other side is a convincing
determination that these resources can, and will, be used effectively.

Foreign assistance, like domestic programs, cannot be changed drastically
from year to year without either a sacnfice of the goals the United States
seeks or damage to the means for achieving thein. Foreign assistance involves
continuing programs, the actions of many other nations, and a functioning
international framework—ifor all of which the position of the United States
is of the greatest importance. This highlights the need for timely approval
of the 1971 foreign assistance budget. Disruption of the U.S. program could
undermine the entire system of international cooperation in this field.

The downward trend i U.S. development assistance appropriations
should be reversed. Additional U.S. resources could be used effectively now
for international development. To underwrite a new approach to foreign
assistance, additional financing for international lending institutions and
assured capitalization for U.S. hilateral lending and techmcal assistance
are needed.

To sum up the budgetry implications, we have recommended:
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—an increase of $500 million in annual U.S. contributions to international
financial institutions by 1972, Thereafter U.S. development assistance for
international financial institutions should be increased as rapidly as is con-
sistent with its effective use and with the willingness of other industral
countries to increase their contributions to such institutions;

an increase in U.S. subscriptions to the callable capital of these institu-
tions, as needed;

—-multiyear capitalization of $2 billion for a new U.S. international
Development Bank through appropriations, and authority to borrow $2
billion from the public to be used as and when needed. In addition, the
Bank would make use of payments of interest and principal on outstanding
loans. These pavments are about $200 million a year now and will be about
$300 million by 1975; and

—multivear autherization of $1 billien for a new U.S. International
Development Institute.

The amount of development assistance the United States would provide
in any one year would depend on a continuing assessment of needs and
performance in individual developing countries.

The Task force has deliberately decided against recommending any
specific annual level of foreign assistance. Assurance on how funds will be
used and the establishment of organizations that can effectively further
national interests should come first. We do believe, however, that the cur-
rently low level of economic development assistance must be raised
substantially.

The Task Force shares the belief of the Pearson Commission that accelera-
tion of international development is important to the well-being of the world
and that over timz 2 large increase in development assistance is necessary.

The Task Force has reservations, however, about the usefulness of any
formula to determine how much assistance the industrial countries should
provide. This approach puts the emphasis on the wrong side of the partner-
ship. Instead, the starting point and the test should be the determination
of developing countries to mobilize their own resources and to adopt policies
that will ensure the effective use of funds. On evidence of good performance
and of demonstrated need by the developing countries, the industrial coun-
tries should be prepared to make available the necessary amount of develop-
ment assistance. In the end, this may mean greater or less assistance than
would be called for by any predetermined formula.

These considerations aside, a uniform development assistance yardstick
for all industrial countries would make nc allowance for the international
responsibilities the United States carries. The United States now devotes
7 percent of its GNP for defense expenditures. In part, these security respon-
sibilities make it possible for our allies to spend less themselves on military
security. As a group, their defense expenditures as a percentage of GNP
are perhaps half those of the United States.
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Other factors in burden sharing are worth noting. Despite a 10-year
attempt in international forums to arrive at a uniform definition of develop-
ment assistance, problems still exist. Each of the industrial countries in
following its national interest emphasizes various kinds of resource flows.
Development lending, however, should be the decisive element for all coun-
tries in burden sharing—not such special factors as loans to promote exports
or political budget support of one kind or another.

Trade policy should also be taken into account—specifically, the value
of preferential arrangements and measures taken to open markets to imports
of manufactured and agricultural commodities from developing countries.
Although they are difficult to measure, trade benefits have a multiplier effect
on development.

In sum, the Task Force believes that the United States should keep to a
steady course prepared to help finance development in those countries
demonstrating the will to advance. As the world’s largest industrial power,
the United States should participate fully with all other industrial countries
in such an effort.

This country now spends $6.5 billion on foreign assistance, 40 percent of
which is related directly to the war in Vietnam. As the United States moves
from war to peace, a change in the mix of these programs from military
assistance to international development assistance could give us more lee-
way to support to the full the resolve and the purpose that developing

countries demonstrate.
* * %

With this approach, Mr. President, the Task Force believes that this coun-
try can take up the challenge of international development in a way that
adds a new dimension to 1J.S. foreign policy and creates 2 broad and hope-
ful vision of the world and its future. Americans, young and old, can then
take renewed pride in playing a constructive world role and in meeting the
obligations of global citizenship.

The United States in the future can act more in partnership with others—
the developing nations and the industrial nations. All are increasingly
capable of assuming responsibilities and of providing resources. All have
growing stakes in the results. As you said, “forging a new structure of world
stability in which the burden as well as the benefits are fairly shared” is a

primary aim of U.S. policy.
* ® %
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The members of your task force have found this assigment to be interest-
ing and important. We hope this report will be useful to you and to the
Nation.

Respectfully submitted,

(Signed}) Ruporru A. PETERSON, Chairman
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